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President Fernando Henrique Cardoso won re-election in the Oct. 4 balloting, becoming the first
president in Brazil's history to be elected for a second consecutive term. He now has the formidable
task of implementing unpopular austerity measures to prevent further economic deterioration and
must convince the Congress to support his legislative package, conditions for any bail-out from
international lenders. While voters expressed many doubts about Cardoso's policies, they were
reluctant to change leaders amid the growing economic and social problems.
Although pre-election polls indicated that challenger Luiz Inacio Lula da Silva of the Partido dos
Trabalhadores (PT) would take less than 25% of the vote, his final tally was closer to 32%. Cardoso
took 53.05%, against 31.72% for Lula, with 99% of the votes counted. Ciro Gomes came in third with
10.97%. Although Lula lost his third bid for the presidency, the PT did surprisingly well. It won the
governorship in Acre and is in the gubernatorial runoff in three other states. It also increased its
number of Senate seats from five to seven and its seats in the lower house from 50 to 61. "The left
has emerged strengthened on a national level," said PT lawmaker Jose Genoino. "We've grown in
Congress, and we've got a chance in the states. We have credibility."
Although Cardoso's margin of victory was enough to eliminate the need for a runoff, several key
state races will be settled on Oct. 25. The uncertainty of those races has affected Cardoso's timetable
for economic belt-tightening measures. The governor's race in 12 of the 26 states and the federal
district will be decided in the second round, including the five largest and most important states.
In Rio de Janeiro, Sao Paulo, and Minas Gerais, Cardoso's Partido da Social Democracia Brasileira
(PSDB) governors now face a runoff, and in Rio Grande do Sul, Gov. Antonio Britto, a close Cardoso
ally, faces the PT's Olivio Dutra. In Sao Paulo, former Sao Paulo city mayor Paulo Maluf of the
Partido Progressista Brasileira (PPB) will face the PSDB's incumbent Mario Covas. Covas squeaked
out second place over PT candidate Marta Suplicy.
Some analysts expect Maluf to oppose Cardoso's austerity measures to enhance his presidential
ambitions. "If Maluf wins, he's going to make Cardoso's life hell from day one," a political source in
Brasilia said. Runoff delays needed attention to economic crisis Cardoso had little time to celebrate
his victory. The crisis in world financial markets dried up the supply of foreign dollars that Brazil
relied on to cover its budget deficit of 7.3% of GDP and keep strong its currency, the real. Cardoso
pledged strong measures to control the budget deficit. Many economists predict those measures
will bring a recession in 1999 and increase unemployment, which unions now estimate at 18% of the
work force (see NotiSur, 10/02/98).
With voters confident that Cardoso would deal effectively with the economic problems and prevent
a much feared devaluation of the real, financial circles in Latin America and Washington hoped
he would quickly implement new measures and secure rescue funds from international lending
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agencies. But some investors now fear he will put off any of the harsh measures deemed necessary
until after the second round of voting. "Cardoso has won in the first round, but the market is
thinking that all the measures we are waiting for will only take place after the second round," said
Fabio Lara, director at Schahin Cury brokerage in Sao Paulo.
Lara said that Cardoso does not want to do anything, such as increase taxes, to hurt the chances of
his allies running for state offices until after the second round. "When the president says that he
will receive the adjustment plan Oct. 20, he is saying indirectly that he will not announce unpopular
measures before the second round," said an economist who asked to remain anonymous.

Gubernatorial races key to constitutional reforms
Cardoso was elected in 1994 largely because of his success in designing an inflation-slashing
economic plan as finance minister. During his first term, however, Cardoso failed to get Congress
to approve the constitutional reforms he says are needed to protect the economic gains. Key
constitutional reforms of the social security system and of civil service have been stuck in Congress
for more than three years, allowing the budget deficit to soar. Approval requires three-fifths
majorities in both houses of Congress, a level of support that has repeatedly eluded him, despite
the government's commanding majority. "The administration has only kept its support together by
trading favors and pandering to local interests," said Marcello Deda, lower house leader of the PT.
"It's the kind of alliance that is always going to create problems."
Every major reform vote during the past two years has been followed by reports of highway projects,
top public- sector jobs, and other favors traded for votes, claims administration leaders have
given up denying. Cardoso has said he wants to hold final votes on the social security bill and civil
service reform as soon as possible to show investors the government is serious about fiscal reform.
Officials also plan to push legislation to reduce lawmakers' constant switching from one party to
another and a controversial reform of Brazil's complex tax system that has sat dormant in a lowerhouse committee since 1995. But the reform is likely to run into stiff opposition from Brazil's state
governors who stand to lose revenues.
Cardoso's chances of getting the tax reform bill through Congress will depend largely on whether
pro-administration candidates win governorships in key states. Election results show the balance
of power in Congress more or less unchanged. But with a recession likely, Cardoso may still have
a problem finding the necessary three-fifths majorities. Cardoso's long-awaited speech falls short
On Oct. 7, Cardoso said his three-year fiscal austerity package would be ready by Oct. 20. "This is
essential if we are to lower interest rates and return to sustainable and stable economic growth,"
Cardoso said.
But despite pressures to spell out how the government will make the fiscal savings, Cardoso only
said he did not plan any instant moves to cut the deficit. "There isn't any kind of package" of
financial measures, he said. The lack of specifics disappointed traders in New York. US companies
and the US economy have a big stake in Brazil. About 2,000 US firms have operations there,
including 405 of the 500 largest US companies. US banks have US$27 billion at risk in the Brazil,
some of which could be lost if Brazil were forced to default or to reschedule its debts. "The president
did not detail any measures while the whole world was waiting," said Gustavo Loyola, former
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president of Brazil's Central Bank. He said Brazil had to announce short-term measures and not just
rely on reforms. "What is sorely needed now is a spending freeze on the part of the government,"
Loyola said.
Finance Minister Pedro Malan is in Washington heading negotiations for an emergency loan
package reportedly worth US$30 billion with the International Monetary Fund (IMF) and other
public and private lenders. The IMF has indicated its willingness to grant the loan, but only after it
sees the administration's economic plan to deal with the deficit. Meanwhile, the Finance Ministry
took steps to curb spending, including buying economy air fares for ministry trips, reducing its
regional offices, and putting in place a hiring freeze. Response to the announcement was tinged with
sarcasm. "The only thing missing is an announcement that they are going to change the light bulbs
for cheaper ones," said one economist. [Sources: Inter Press Service, The Miami Herald, 10/05/98;
Notimex, 10/05/98, 10/06/98; Reuters, 10/01/98, 10/02/98, 10/05-07/98; CNN, 10/05/98, 10/07/98;
Spanish news service EFE, 10/01/98, 10/06/98, 10/08/98; The New York Times, 10/04/98, 10/06/98,
10/08/98; Associated Press, 10/05/98, 10/08/98; Clarin (Argentina), 10/05/98, 10/06/98, 10/08/98; El
Nuevo Herald (Miami), 10/06/98, 10/08/98
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